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Railroad Class-Rate Revision 


Planned for Western Area 
By CHARLES F. ZIEBARTH 


Associate Professor of Business Administration, University of Oregon 


A matter of most immediate concern to shipping interests 
of the Pacific Northwest is the eventual extension to this re- 
gion of the railroads’ Uniform Freight Classification and 
the establishment of new scales of class rates to be used in 
conjunction with this classification. On February 1, 1952, 
Uniform Freight Classification No. 1 was issued, to become 
effective on May 30, 1952.' At present, class rates governed 
by the new classification have been published only for the 
territory east of the Rocky Mountains. Class rates west of 
the Rockies are still under investi- 
gation by the Interstate Commerce 
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Outlook for U.S. Government 
Bond Market Surveyed’ 


By O. K. BURRELL 


Professor of Business Administration, University of Oregon 


The price of bonds, which is the other side of interest 
rates, is not a simple mathematical expression of the rela- 
tionship of present supply of and demand for funds. Ex- 
pectations play a significant role and there are undoubted; 
other important nonquantitative factors that relate to bond 
prices. 

Historically inflations have been marked by rapidly 
rising interest rates and falling bond prices, and deflations 
by the reverse. Indeed high rates of interest and scarcity of 
capital have been responsible for 
bringing inflations to a halt. Per- 





Commission; until this investiga- 
tion is finished, class rates in this 
area will continue to be subject to 
the Consolidated Classification. 

The supplanting of the existing 
classification and class tariffs in the 
Northwest by more uniform new 
ones will result in many changes in 
rate relationships. Unless shippers 
actively participate by contributing 
their ideas to the carriers during 
the investigation phase of this im- 
portant rate case, they may find 
that, when the changes have been 
made, their marketing positions will be substantially 
altered. It is certain that some carrier patrons will ulti- 
mately find themselves in a relatively weaker competitive 
position. 

The I. C. C. gave the rail carriers three directives for use 
as guides in the preparation of the new uniform classifica- 
tion. They were to provide (1) a classification so fitted into 
the new class rate scales as to insure proper preservation of 
revenue for the carriers, (2) a classification which, in con- 
junction with the scale of class rates prescribed, would re- 
sult in rates just and reasonable to the shippers, and (3) a 
classification into which exceptions have been woven as 
far as possible. 

Concerning the third directive, a few comments may be 
helpful. Exceptions are usually incorporated as provisions 
in the railroad price list, the tariff. or as separate publica- 
tions. By this means, classification ratings or rules different 
from those in the governing territorial classification are 
provided. They generally result in lower freight charges 
and are used where an individual railroad or several rail 

(Continued on page 5) 
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1 Jt is p'anned that, ultimately, this classification will supersede 
the Consolidated Freight Classification which combines four terri- 
torial classifications in one volume. When this is done, classification 
descriptions of articles, rules, and ratings will be uniform throughout 
the United States. 
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haps low interest rates and capital 
abundance have had something to 
do with upturns from depressions, 
although this is by no means cer- 
tain. 

But the great historic credit in- 
flation of the war and postwar peri- 
ods was not marked by a pregres- 
sive weakening of bond prices. In- 
deed, until a year or two ago bond 
prices remained at about the same 
high level as they were at the be- 
ginning of the war. Only in the last 
two years has there been a signifi- 
cant weakening in long treasuries. 


The Federal Reserve Myth. A popular explanation 
of the strength in long-term Treasury bond prices in the 
postwar years was Federal Reserve support. Undeniably 
the Federal Reserve was and is a significant factor to be 
taken into account in appraising the bond market—per- 
haps the most significant factor. But the strength Ji the 
bond market .1 the postwar years, especially in che longs, 
cannot be related to Federal Reserve action. 

Under our system of central banking, member-bank re- 
serves are supplied largely by the Federal Reserve. The 
deposit liability of the Federal Reserve is the member 
banks’ cash: consequently when the Federal Reserve buys 
bonds in the market the cash reserves of the member banks 
are enlarged. An individual member bank cannot expand 
loans or investments more than the antecedent expansion 
in reserves. But, since the loans and investments of one 
bank result in a flow of deposits to other banks, the bank- 
ing system is able to expand loans and investments five to 
eight times the amount of the antecedent expansion in re- 
serves, depending on the legal reserve ratio. Federal Re- 
serve operation in the bond market is totally unlike C.C.C. 


(Continued on page 2) 








*An address delivered before the Oregon Savings and Loan 
League October 12, 1953. 





Oregon Business Review 


VOL. XII EUGENE, OREGON, OCTOBER 1953 No. 10 





Bureau of Business Research, School of Business Administration 
University of Oregon 


WESLEY C. BALLAINE. Editor 





Published monthly. Entered as second-class matter, August 10, 1948, at the 

postothce at Eugene, Oregon, under the act of August 24, 1912. Persons 

wishing tu receive the Review regulariy should address requests to the editor. 
There is no subscription charge. 


-_—_ _— —EO | ee 





ita 


Outlook for U.S. Government 
Bond Market Surveyed 


(Continued from page 1) 


operation in the wheat market. When the C.C.C. buys a 
bushel of wheat, no one else is thereby impelled to buy 
wieat. Put when the Federal Reserve buys a oond the re- 
sultant expansion in bank cash holdings normally impells 
the banks to buy perhaps five bonds (or expand loans in 
an equal amount). 

But the postwar strength in bond prices cannot be attrib- 
uted to the Federal Reserve. Federal Reserve credit out- 
standing. which is largely made up of bond holdings. was 
rapidly expanded to 1945 to facilitate war financing. But 
from the end of 1945 to the end of 1952, Reserve credit ex- 
panded only from $25 billion to $25.8 billion. Indeed in 
the pre-Korean period there was a substantial decline in 
Reserve credit. The :' elow shows Federal Reserve 
credit outstanding { ted dates: 


Billions 
End of Years: of Dollars 
1929 
1933... 
1941 
1945 
ERR RRS EE ee ae a aT 
cocaine athena lceciaetn teteaetonieniainiaateed, 
1949 
1950 
1951 . 
1952 
1953 (May 20 
1953 (July 29 














_ 23.3 
24.1 
195 





25.0 
25.8 
25.2 





How the Federal Reserve managed to keep the bond 
market “pegged” during most of the 1945-52 period is an 
interesting question. To be sure, the Federal Reserve 
bought bonds, but it is easily forgotten that at the same 
time it was allowing maturing issues to “run off.” To some 
extent the Federal Reserve was able to hold the price line 
on the long bonds by being willing to retreat on the shorts. 
The evidence here is that short-term rates did increase and 
the Federal Reserve holdings of long issues was increased 
in the period. Perhaps also the widely known “par bids” 
of the Federal Reserve made unnecessary any great volume 
of buying. As long as the market felt that the par price was 
almost assured, not very much buying was necessary. 

Our analysis indicates that the Federal Reserve was able 
to maintain the 214 per cent long-term rate in the 1945-51 
period without increasing aggregate Reserve credit only 
because it was willing to allow a sharp increase in the 
short-term rate. The buying incident to support of the 
long-term rate resulted in a rapid increase in Reserve hold- 
ings of the longer bonds, especially in 1948. The table be- 
low shows Federal Reserve holdings of U.S. Government 


2 


bonds maturing in more than five years; data are for ap- 
proximately the year ends: 


Millions 
End of Years: of Dollars 


i fa wee BED 
1948 _ ..... 8,953 
1949 . 5,125 
1950 3,458 
1951 3,641 
1952 .... 2,428 
1953 (July 29) _ 2,789 

















It is a little surprising to note that the Federal Reserve 
began selling long bonds after 1948. Evidently the bond 
market, during 1949 and 1950 at least, was maintained by 
fundamental supply-demand factors and not by Federal 
Reserve action. In this connection it should be remembered 
that total Reserve credit outstanding in 1949 and 1950 was 
less than in 1948. 

It is true, of course, that an expansion of Reserve hold- 
ing of short-term securities exerts an influence on the prices 
and yields not only of short terms but the long terms as 
well. The additional reserves made available to the mem- 
ber banks may be used in part at least to bid up the prices 
of longer issues. But such action by the Federal Reserve 
would undoubtedly exert a considerable influence on the 
pattern of rates, i.e., the relationship of short-term rates to 
long-term rates. 

Contrary to what seems to be the general impression, the 
Federal Reserve in the 1945-52 period exerted more in- 
fluence on the pattern of rates than it did on the level of 
rates. So far as the level of rates is concerned, the influence 
appears to have been largely psychological. The bond mar- 
ket during the postwar years has been much more a free 
market than we have supposed. It was strong up to 1950- 
51, not so much because of Reserve intervention as because 
of more fundamental supply-demand factors. The subse- 
quent decline was due not so much to the widely advertised 
“unpegging” as to the operation of natural market forces. 
The business boom and expansion of bank loans simply 
used up credit, and bond prices responded in the usual way. 


Bank Expansion and Excess Reserves. The bank 
expansion process does not in itself reduce aggregate re- 
serves; but it does expand deposits, so that required re- 
serves are increased. The reserves held by the banking sys- 
tem in excess of the legal minimum are a potential basis for 
bank expansion and are for that reason an important bond 
market influence. 

The extent and composition of banking expansion since 
1939 is evident in the following table, which shows the 
total loans and investments of all commercial banks at the 
end of selected years: 


Investments 
(millions) 
$23,430 
29,032 
97,936 
78,226 
74,426 
74,863 
77,461 
72,560 


Loans 
(millions) 


1939 — 
I ae, 

I Ne 
ON 
1950 22 

1951 

1952 _..... , oats 
1953 (Jume 24) 00. 





The war-period expansion in investments reflected bank 
purchases of Treasury issues stimulated or even impelled 
by the great increase in Federal Reserve credit. But the 
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period from the end of 1945 to the present saw two quite 
divergent trends. The banks liquidated about $25 billion 
of investments and expanded loans by nearly $40 billion, 
making a net expansion of $15 billion in assets and, of 
course, deposits. 

It is clear that the Federal Reserve did not supply the 
reserves that made this postwar expansion possible. The 
worst that can be said of the Federal Reserve is that dur- 
ing this inflationary period it was neutral. Where then did 
the reserves come from that supported this bank expan- 
sion? How did it happen that we could have a credit ex- 
pansion of this magnitude accompanied by low long-term 
interest rates and without major Federa! Reserve interven- 
tion? It would appear that there were three principal fac- 
tors that made this unusual combination of events possible. 


(1) The bank expansion of 1945-52 did not use up re- 
serves as rapidly as it might have because the increase in 
deposits was disproportionately in time rather than de- 
mand deposits. During this period time deposits of com- 
mercial banks increased about a third, as compared with 
an increase of only about 10 per cent in demand deposits. 


(2) Excess reserves already in existence at the begin- 
ning of the 1945-52 period were unusually large. At the 
end of 1945 the excess reserves held by the member banks 
amounted to $1,458 million. 


(3) There was a substantial inflow of gold during this 
period. Treasury gold holdings increased $3,121 million 
from the end of 1945 to the end of 1952. Treasury purchase 
of gold, whether domestic or foreign, serves to increase 
bank reserves.' If the gold is from abroad, the increased de- 
posit credit of foreigners may be the basis of a later with- 
drawal of gold, but until this occurs bank reserves are ex- 


panded. 


Two of these factors are oddly reminiscent of the 1920s. 
The credit expansion of that decade was closely associated 
with a disproportionate increase in time deposits and an 
unhealthy inflow of gold following World War I. The myth 
that credit inflation expands demand deposits only and 
that time or savings deposits are always the product of sav- 
ings and therefore more stable has a strange persistence. 


Changes in U. S. Bond Ownership. Whether bonds 
have moved to “strong” or “weak” hands is an important 
consideration. An ownership is strong if it is unlikely to 
be dislodged; it is weak if it is held with borrowed funds or 
likely to be pressed to market. 

The table in column 2 summarizes changes in ownership 
of U. S. Government bonds between June 30, 1946 and De- 
cember 31, 1951. The first date was selected because the 
the total debt at that time was nearly the same as at the end 
of 1952. It should be noted that in early 1946 the Treasury 
retired a substantial amount of bonds from excess funds. 

In general, bonds moved out of the banks and insurance 
companies and into the hands of agencies of savers. With 
the exception of the Federal Reserve and other corpora- 


tions, the increases were savings or pension funds of one 


sort or another. Clearly the debt is in somewhat stronger 


hands than in 1946. 





1 Treasury payment, whether to foreigners or United States resi- 
dents, must increase member bank deposits at the Federal Reserve, 
provided the Treasury payment is in the form of a draft or check on 
its Federal Reserve balance. 


October 1953 


Millions 
of Dollars 


Decreases: 
Commercial banks 
Mutual savings banks 
Insurance companies 


$21,100 
2,000 
8,900 





Total _ $32,000 


Increases: 
U. S. agencies ¥ .. $16,763 
Federal Reserve Banks __.. 914 
Other corporations re 3,600 
State and local governments —————— 
EE SSE 600 
Miscellaneoust 3,100 








Total ten _.. $29,477 
Decrease in debt ..00 0S 2453 
Statistical discrepancy ..............................--...-.:. 70 





$32,000 
* Individuals decreased holdings of negotiable bonds but sharply 
increased holdings of savings bonds. 


+ Largely savings and loan associations, pension funds, and non- 
profit institutions. 


Growth in Currency in Circulation. An increase in 
currency in circulation is a drain on bank reserves, and a 
decrease serves to increase such reserves. Money in circula- 
tion, around $30 billion, is at present at an all-time high: 
but the expansion of about $1.5 billion since 1945 is modest 
in relation to the increase in prices since that time. From 
the end of 1941 to the end of 1945 consumer prices in- 
creased 22 per cent, while money in circulation increased 
155 per cent. But from the end of 1945 to the end of 1952. 
consumer prices increased 47 per cent, while money in 
circulation increased only 6.7 per cent. During the war 
period money in circulation increased some $14.8 billion 
more than the increase that would have resulted from 
price changes alone. But in the postwar period the expan- 
sion in money in circulation would have been $11.6 bil- 
lion greater if it had equaled the price change. 

There seems to be no basis for expecting any substantial 
change in money in circulation unless other circumstances 
change substantially. If the boom continues, and especially 
if prices resume the upward trend, money in circulation 
would be expected to increase. If a recession occurs. a de- 
cline in money in circulation is likely. 


Changes in Stock of Monetary Gold. As indicated 
above, bank reserves are increased when the T-easur. 
acquires goid, whether from domestic or foreign sources.” 
If the gold is from abroad, the increased deposit credit of 
foreigners may be the basis for a later withdrawal of gold. 
But the acquisition of monetary gold when paid for by 
drafts on Treasury balances at the Federal Reserve in- 
creases bank reserves, and this is so whether or not gold 
certificates are issued and deposited in the Federal Reserve. 

Because of various factors, including political instability 
abroad and large export balances, there was a substantial 
inflow of gold from 1945 to the end of 1952. The outflow of 
gold in 1953 to the end of July was a little less than a bil- 
lion dollars; this has been an important factor in the tight- 
ening money market. Changes in monetary gold stock since 
1945 are shown in the following end of year data: 





~ But this would not be true if the gold were paid for by drawing 
on Treasury balances in the commercial banks. 
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Millions 
of Dollars 


$20.065 
_ 22,754 
.. 24,427 
.. 22,706 
.. 22,695 
. 23,186 


End of Years: 

1949 

ae 

1952 , sosihlannipatalnentnninalin 

i BK yy E— 

1953 (July 29) a 

Here is an important determinant of the direction of 

bond prices. Any substantial outflow of gold would put a 
severe strain on the money market. What are the probabili- 
ties of a continued outflow? Such an outflow could only be 
the result of foreigners withdrawing balances in United 
States banks or liquidating assets in this country and with- 
drawing resulting balances in the form of gold. The best 
measure of potential gold outflow is the data on short-term 
liabilities to foreigners. These liabilities are shown below. 


“Millions 
uy Dollars 


.... 5,853 
1949 ns ae — 
a re ee 8,787 
1953 (May 31)... St:*«S*«i 

These data include not only foreign deposits in United 
States banks but also foreign ownership of short-term U. S. 
Government obligations and such holdings of United States 
citizens domiciled abroad and foreign subsidiaries of 
United States corporations. 

It seems unlikely that foreign subsidiaries of United 
States corporations would wish to move United States 
balances abroad. They have enough difficulty in converting 
foreign earnings into dollars. Neither does it seem likely 
that foreign aid payments will increase or that large import 
balances will develop. Substantial changes in gold holdings 
seem unlikely. 


En. of Years: 


1945 








Bcom in Bank Lending. The most important single 
influence in the recent tightening of the money market has 
been the great boom in bank lending. For the first time in 
many years loans nearly equal investments. During the 
postwar period loans have expanded from $25 billion at 
the end of 1945 to $63 billion at the end of 1952. An ap- 
praisal of the prospects for continuation of this boom 
is an essential ingredient of an estimate of the bond market. 

This expansion is related to the following principal fac- 
tors: (1) the boom in housing construction; (2) expan- 
sion in inventories; (3) expansion in consumer borrowing. 
All of these factors are related to the supplying of con- 
sumer requirements necessarily deferred during the war. 

There are some good reasons for expecting the bank 
lending boom to level off. These include the following: 
(1) Business inventories while high have expanded very 
little in 1953: current uncertainties may even lead to a re- 
duction. (2) Housing starts turned down in May, and it 
seems probable that we are past the peak in housing con- 
struction. (3) It is altogether unlikely that automobile pro- 
duction can be maintained at the feverish pace of 1950. 
(4) The expansion in consumer credit has brought such 
credit to or above its prewar relation to income. (5) The 
change in corporation tax-payment dates has been a non- 
recurring factor in recent business borrowing. 


Bank Assets and Economic Stability. The change in 
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the ratio of loans to investments is significant with refer- 
ence to stability. The shift that has occurred and which is 
continuing is heartening and healthy. at least to those who 
dislike statism and government domination of economic 
life. A banking system loaded with nothing but govern- 
ment bonds is little more than a division of the Treasury, ~ 
offering some incidental services to bank depositors and 
perhaps a means of preserving the form though not the 
substance of private banking. 

But the relative increase in bank loans does introduce an 
element of instability. When bank assets are largely made 
up of loans, there is greater possibility of an accelerating 
deflationary movement. Deflation means simply that bank 
deposits are extinguished by the repayment of bank loans. 
The impetus for repayment may come either from the ne- 
cessities of the banks (unwillingness to extend loans) or 
from the impaired expectations of businessmen. It seems 
unlikely that banks will be placed in a position where they 
must force liquidation of existing loans. although reserves 
may not be adequate to support an expanding loan volume. 
But if, for any reason, a liquidating movement starts it 
might be difficult to stop. Federal Reserve pressure on re- 
serves can, if carried out, stop an expansion of credit. But 
Federal Reserve easing of reserve positions does not neces- 
sarily insure that business will expand its borrowings, 
though it does perhaps insure that those who do borrow 
will borrow at low rates. 

The accelerating effect in private credit deflation is a 
product of the individual decisions of businessmen (or 
bankers) to liquidate loans. Given an initial impetus, each 
increment of deflation so reduces activity or prices or ex- 
pectations that further deflation is induced. Indeed, it is 
not easy to explain why deflation stops short of complete 
liquidation. As a matter of fact, the remarkable thing is 
that the most severe deflations have gone less than one-third 
of the way toward complete liquidation. 


Mortgage Debt. The great expansion in bank lending 
has been matched by a great expansion in lending by other 
savings institutions and private lenders. Surprisingly, farm 
mortgage debt has expanded very little since 1939, but non- 
farm mortgage debt has expanded in about the same pro- 
portion as bank loans. The total nonfarm mortgage debt 
for selected years is shown below: it should be noted that 
these data include commercial-bank holdings of mort- 
gages: 

Held by 
Comm. Banks 


( billions) 
$ 3.7 


Total 
(billions ) 

_ __...... $28.9 
a ada 29.9 4.0 
. 30.8 4.2 
36.9 6.5 
. 43.9 8.6 


 __ > 
1943 
SEE 
See 

1947 ; 

SD cit iaecian acon 
SEEN “scckceicdalecaibiatiiaiihesaataietis 
ee 

se 

1952 


.... 30.9 
— « 
Ln 66.7 

. 75.6 
83.8 


10.0 
10.7 
12.7 
13.7 
14.5 


In the absolute sense, the greater bulk of nonfarm mort- 
gages are held outside the commercial banking system. But 
the commercial banks have expanded their holdings more 
rapidly than nonbank holders. 


Intentions of the Money Managers. Up to this point 
we have been concerned largely with the basic demand- 
supply factors that might be expected to govern if we had 
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a completely free bond market. It has been the. argument 
here that the postwar bond market was much more of a free 
market than is sometimes supposed. Nevertheless, the 
market has not been and cannot be really a free market. 
A world that permitted completely free money markets 
would without a doubt be a stable world. Interference with 
the money mechanism is a particularly subtle and vicious 
form of interference with freedom. It can be reasonably 
argued that the political state can manage money only by 
depreciating its value. If the political state could wisely 
manage money, its decisions would have to approximate 
those of the free market. But the task we have set is not that 
of drawing the blueprint for a more perfect world but 
rather to assess the probabilities—to estimate the future 
under the prevailing arrangements. 

We are engaged in a cold war of indefinite length. It may 
be supposed that the Federal Reserve. quite properly, takes 
account of money management as a weapon of war. In the 
event of war, expansion would be inevitable. It may be 
supposed then that the Federal Reserve would not look with 
favor upon a continuing boom that uses up reserves that 
would be useful in reducing the impact of possible war 
financing. This doesn’t mean that anyone has a desire for 
sustained deflation. But a policy of keeping our financial 
powder dry does appear sensible, and we may suppose that 
the international situation is a factor making for a cautious 
Federal Reserve policy. 

The postwar behavior of the Federal Reserve indicates a 
“leaning against the wind” policy, which seems likely to 
continue unless a hot war breaks out. Credit was with- 
drawn from the market until 1949 and the amount out- 
standing was not markedly increased until after the out- 
break of fighting in Korea. 

If the Federal budget remains out of balance it will be a 
restraining influence against a tight money policy. More- 
over the Federal Reserve may feel some responsibility to 
assist in rearranging the unbalanced maturity schedule. 
although this cannot be an immediate objective. 

A factor that bears on probable behavior of the money 
managers has to do with the practical limits of available 
credit. How much ammunition is in reserve? It should not 
be forgotten that, when the war began in December 1941, 
the Federal Reserve combined ratio was in excess of 90 
per cent. At the latest report it is slightly less than half of 
this. In one sense, there is perhaps no limit to the expansi- 
bility of credit, provided Congress is willing to adjust or 
remove minimum reser\e reqvirements. But there is un- 
doubtedly a “flash point” in credit expansion, beyond 
which deterioration in confidence in money develops rap- 
idly. No one can be sure whether that point would be 
reached at a 25 per cent Federal Reserve ratio or some 
lower figure. But, wherever it is, we are much closer than 
at the beginning of World War II. This suggests a much 
more cautious policy than might otherwise be a reasonable 
possibility. 

But there is no basis for supposing that the Federal Re- 
serve wishes to impose a tight money policy. Our analysis 
indicates that Federal Reserve policy has been more con- 
sistent in the postwar years than sometimes supposed. 
Tighter money has resulted from the developing boom and 
not from specific restrictive action by the Federal Reserve. 
The June reduction in reserve requirements and the great 
expansion of Reserve credit in July (nearly a billion dol- 
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lars) shows how sensitive the Federal Reserve Board is to 
even rather modest declines in trade and the melancholy 
reality of a continuing Federal deficit. 

Even if and when Federal expenditures are brought 
under control, it is unlikely that a tight money policy 
would survive any significant downturn in trade and em- 
ployment. 


Conclusions. It is not easy to distill out of these con- 
flicting influences and forces any solidly based and easily 
defensible conclusion concerning the immediate direction 
of bond prices. One thing that does emerge is the im- 
portance of what happens to bank loans. If the boom in 
bank lending continues, it is difficult to see how bond prices 
can be maintained. If the boom in lending subsides, there 
may be a significant easing of the money market and a re- 
bound in bond prices. The reduction of bank lending in it- 
self would ease credit and, in addition, would establish a 
climate in which Federal Reserve expansion would be pos- 
sible. 

While prediction is risky business, the opinion is ven- 
tured that the boom in bank lending is approaching an end. 
This view is advanced largely because the increase in 1953 
has been so modest in the face of several powerful stimu- 
lants to lending expansion, particularly the speeding up of 
corporation tax payments. the bulge in automobile sales, 
and continued expansion in inventories. 

If the boom in bank lending subsides, the bond market 
might rise further; but, since expectations have been modi- 
fied by bond price declines, it seems most unlikely that 
the long-term 21% per cent rate could be attained even if 
reserves were substantially enlarged. 

To be somewhat more specific and definite, it seems rea- 
sonable to anticipate: 


(1) That the decline in long-term Treasuries is over: 
but there is no reasonable expectation that the long-term 
bank-eligible 21% per cent of 1967-72 will return to par in 
the forseeable future. These bonds are unlikely to move 
above a range of perhaps 96-98. 

(2) Short-term rates are unlikely to fall as much as long- 
term rates. Short-term and long-term rates are likely to be 
closer together than for some years past. | 





Railroad Class-Rate Revision 
Planned for Western Area 


(Continued from page 1) 


lines within a subdivision of a classification territory de- 
sire to depart from some of the descriptions. rules. or rat- 
ings of the regional classification. This method of provid- 
ing flexibility in rate making has been used to a consider- 
able extent in the past. and large quantities of freight have 
been transported under exceptions to the classifications. 
Since the I. C. C. directed that the exception ratings be 
woven into the uniform classification as far as possible. 
Uniform Classification No. 1 ratings are quite different 
from the ratings in the old Consolidated Classification. Dif- 
ferences in the old and new classification ratings have 
occurred also simply as a result of the requirement that the 
new ones be made uniform. In some instances. in the Fast. 
these differences have resulted in increases in freight 
charges: in others, they have resulted in reductions. It ap- 


2 





pears likely, therefore, that, when the Uniform Classifica- 
tion is extended to the area west of the Rockies, there will 
be both increases as well as decreases in freight charges. 

A rate study made by Montgomery Ward & Co. before 
the changes became effective in the East reveals how the 
changes were expected to increase this company’s trans- 
portation costs. The study showed that the scale of class 
rates prescribed by the I. C. C. would result in reductions 
in rate scales of from 2.8 per cent in the eastern to 16.5 per 
cent in the western portions of the area east of the Rockies. 
An analysis of 235 L. C. L. ratings on commodities handled 
by this company, formerly shipped under exception rat- 
ings, indicated that cancellation of these exception ratings 
would produce an average increase in the ratings of 7.1 per 
cent in the eastern, 17.5 per cent in the southern, and 13.3 
per cent in the western sections of this area. The net ef- 
fect on the L. C. L. rates for these commodities through in- 
creases in classification ratings and reductions in rate 
scales would be to increase carrier revenue by approxi- 
mately 6 per cent. Yet the objective of these rate and rat- 
ing changes was to secure uniformity and not to increase 
carrier revenue. 

It should be emphasized that the rates being discussed 
are class rates which are applicable. for the most part, to 
so-called high-grade traffic such as manufactured articles. 
Commodity rates which move by far the bulk of the traffic 
in the western part of the United States are not here in- 
volved. Rates on lumber. grain, the products of mines, ete. 
will therefore not be directly affected. This is true even 
though some of the new class rates may be lower than 
commodity rates between the same points. The proposed 
rates are to be nonalternating with commodity rates in 
their application. 

The Interstate Commerce Commission and the western 
railroads have both proposed scales of class rates to super- 
sede those now in effect. Some first-class rates between se- 
lected points, constructed by use of these scales, and com- 
pared with the rates presently in effect will illustrate the 
effect of these changes. The rates considered, it will be 
noted, involve service between points in Oregon and be- 
tween Oregon stations and stations in the states to the 
north, east, and south. 

Between Pacific Coast terminal points, which include 
Portland, Salem, Eugene. and other important Willamette 
Valley manufacturing and wholesale centers, and selected 
large cities in the Midwest and East. a comparison of pres- 
ent and proposed rates shows the following results.” 

Between these Pacific Coast terminal points and New 
York City the present first-class rate is $10.19 per hundred 
pounds. The I. C. C. proposed scale would reduce this to 
$7.45, while it would become $8.16 under the carriers’ pro- 
posal, the reductions being 26.8 and 19.9 per cent respec- 
tively. Between Portland and the Willamette Valley cities 
and Chicago the figures would be: present rate, $9.36: 
I. C. C. proposal, $6.25: railroad proposal. 36.80—per- 
centage reductions of 33.2 and 27.3 respectively. Reduc- 
tions between Pacific Coast terminal cities and other im- 
portant points east of the Transcontinental Divide range. 
under the I. C. C. prescribed rate scales. from 19.3 to 37 
per cent and under the railroads’ proposals from 16.4 to 
27.3 per cent. 


Turning next to rates between Portland and Willamette 








2 The rates compared were those in effect Jan. 1, 1953, exclusive 
of Ex Parte 175 increases. 
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Valley points and intermountain territory points in Mon- 
tana. Idaho, and Utah—we find that first-class rates would 
be reduced between Portland and Butte under the I. C. C. 
scale by 35 per cent, under the carriers’ proposal, 24 per 
cent. Between Eugene and Butte. the reductions would be 
38 and 27 per cent, respectively; the reductions for Salem 
would be approximately the same. Between Eugene and 
Salt Lake City, the present first-class rate is 33.89; the 
I. C. C. proposal would reduce this to $3.50, while the rail- 
road proposal would increase it to $4.23. Between Portland 
and Pocatello, the reductions under present rates by use of 
the I. C. C. scale would be 26.7 per cent; using the carriers” 
scale, it would be 13.1 per cent. 

The changes proposed by the carriers on north-south 
traffic would increase the first-class rates between Eugene 
and Los Angeles from $3.67 to $4.09; between Eugene and 
San Francisco from $2.81 to $2.96; between Portland and 
Los Angeles from $3.67 to $4.44: between Portland and 
San Francisco from $2.81 to $3.32. It is interesting to note 
that the rates between Seattle and these California points 
would be on a much higher basis relatively—the Seattle- 
San Francisco rate would be increased from 52.98 to 
$3.81: the Seattle-Los Angeles rate from $3.84 to $4.93. 
The intermediate Willamette Valley points would be placed 
on a relatively more favorable basis than thev have been 
in the past on California business, because the mileage 
scale operates to the advantage of the cities having the 
shorter hauls. On shipments to and from Seattle. however. 
Salem and Portland would have the advantage over Eu- 
gene and Medford. 

The rate between Eugene and Portland would be in- 
creased from $1.11 to $1.47 per hundred pounds; between 
Eugene and Klamath Falls the increase would be from 
$1.62 to 51.77; between Euge ' Medford, from 51.62 
to $1.81. 

Although the rates being «. are class rates, the 
carriers have warned that commuciaty rates, which are of 
far greater importance to the Northwest, might be affected. 
Carrier spokesmen indicate that they have encountered 
some sentiment in shipping circles favoring the projection 
into Mountain-Pacific territory of the rate scale employed 
east of the Rockies. They report that projection of such a 
scale to the Pacific Coast would result in a potential rev- 
enuet loss of approximately $26,000,000. They state further 
that their potential loss under their own proposal would 
run approximately $5,000,000. If compelled to apply the 
I. C. C. scale, they would of necessity have to make up the 
loss so’. 1e wav The only way this could be accoimplished 
would be through an upward revision of commodity rates. 
Disruption of the present commodity rate structure would 
be a very serious matter to shippers in the Pacific North- 
west. 

Both the I. C. C. and railroad proposals. if translated 
into effective freight rates between points in the East and 
West. would result in a substantial lowering of railroad 
class rates. The western railroads’ proposal for north-south 
class traffic would result in substantial increases in freight 
charges up and down the Pacific Coast. 

The change-over from the present Consolidated Classifi- 
cation to the new Uniform Classification is likely to result 
in rating and rule changes that will increase the freight 
charges on some shipments and reduce them on others. 

This case is still in the negotiating stage. Since the issue 
is most comprehensive in terms of the tremendous number 
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of commodities involved and the huge territory affected. 
the carriers need as much help as they can possibly obtain 
from their patrons in order to provide a new class-rate 
structure best adapted to the needs of the Far West. It is 
extremely important, therefore, that shippers whose class- 
rate freight bill amounts to a sizable sum study the pro- 
posals for the new rates carefully to see what effect they 
may have on their marketing problems. The carriers are 
soliciting this information. The rate scales they have pro- 
posed are tentative and will be modified in the light of 
information obtained from their patrons. 

If the carriers and their patrons can work out a mutually 
agreeable class-rate structure to supplant the existing one. 
this would economize greatly on the time and resources of 
the Interstate Commerce Commission—a very much over- 
worked Federal agency. As a freight traffic consultant has 
aptly expressed it, “We [shippers and carriers] can avoid 
a ‘cat and dog’ fight before the I. C. C. over 10,000 market 
relationships” and “. . . make it possible for the Commis- 
sion to write a quick and simple order, thus avoiding the 


possibility of causing the I. C. C. members to ‘throw up 
their hands’ at a mass of conflicting testimony.” 





At a rough estimate, there are 165 million workers in 
the world’s manufacturing and handicrafts. of whom about 
18 million are in the U nited States and Canada. 





Industrial output of the world, excluding the United 
States, rose 62 per cent from 1937 to 1951, while that of 
the United States rose 95 per cent in the same period. 





The world’s industrial production is even more heavily) 
concentrated on the coasts of the North Atlantic than before 


World War II. 





The world’s largest commercial fishing fleets are in Ja- 
pan, with nearly 300,000 craft; the United States (includ- 
ing Alaska), with nearly 90,000; Spain, about 38,000; 
and Italy, about 33,000. 





PORTLAND FOOD PRICES — OCTOBER 1953 


The University of Oregon Bureau of Business Research, working 
with data collected by the United States Bureau of Labor Statistics, 
reports that, of 71 foods priced in Portland in mid-October 1953, 26 
were higher than in mid-September, the same number, 26, were 








— In Cents 

Average Change 

Oct. 15, from Last 
1953 Month 


—~ 
Oct. Range 
cof Prices~ 
High Low 


Commodity and Unit 


Cereacs & Baxery Provucts: 
Cereals: 
Flour, wheat (5 Ibs.) _ 54. j 62 52 
Corn flakes (12 oz.) noeieeaetenmines 2. 22 
Corn meal (lb.) : _ 2. d 11 
Rice (lb.) “i ' =e 
Rolled oats (20 oz.) ESTER 20.: _ 9: 19 


7 


EEE 27. ; 2 27 

Bakery products: 

Bread, white, per loaf (lb.) _— : 16 
Vanilla cookies (7 oz.) ~~~ ' 24. 2 ‘ 20 
Soda crackers (lb.) Satis 28.: Jl 
Meats, Pouttry «& Fisn: 
Meats: 
Beef: 
Round steak (Ib.) 
Rib roast (lb.) ; 
Chuck roast (lb.) —. 
Frankfurters (Ib.) 
Hamburger (Ib.) 
Veal: 
SSS 
Pork: 
ES 
Bacon, sliced (Ib. ) a fie 
Ham, whole (Ib.) . 
Lunch meat, canned (12 oz. 3.) .. 
Lamb: 
Leg (Ib.) 
Poultry: 
Fryers, N.Y. dr. (ib.) 
Fish: 
Salmon, canned (Ib.) — ~~~... __ 
Salmon, fresh (lb.) 
Halibut, fresh (lb.) 
Tuna, canned (7 oz.) ....__... 
Dainy Propucts: 

Butter (lb.) 

Cheese, Amer. proc. (lb.) 

Milk: 

Fresh, delivered (qt.) 
Fresh, grocery (qt.) 
Evaporated (14% oz. can) 

Ice cream (pt.) ... ae eee 
OE Ee 
Fruits aNo VEGETABLES: 

Frozen: 

Strawberries, 8]. (12 oz.) 

Orange juice, conc. (6 oz.) - 

Peas (12 oz.) ; 
I 


October 1953 





~ 
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lower, and 19 were unchanged. Meats were down, with pork chops 
showing the greatest decline. Cola drink, with an increase of 3.2 
cents, led foods showing an upward irend. 








+ In Cents 
Average Change 
Oct. 15, from Last 
Fruits & Vecetastes (cont.) : 1953 Month 
Fresh: 
LS ee aathibeeatamaidieaitaiass 13.6 2.0 18 
Bananas (Ib.) sini a deaitaasniianinieatad 19.8 2 23 
Oranges (size 200, doz. ). sbtn einen aaaietaen 53.9 — .7 78 
Beans, green (lb.) eniisiinaiiastabidiieees . 
Cabbage (ib.) indinhapeneennguniunenintiiisiinaieen 7.3 
EE Ee ee eee 10.0 
Lettuce (head) SENS 11.8 
Is GO es 5.6 
Potatoes, white (15 Ib. . EE 72.8 
Sweet potatoes (Ib.) iaiinlintspaliaiiaiadiaiate 17.1 
Tomatoes (lb.) _... ee ae ee 16.2 
SSSR R RA a ae ee a 11.7 
SEER DE ds 9 20.5 


_ 
Oct. Range 
7—of Prices~ 
High Low 


Commodity and Unit 


10 
15 
17 
10 
94 
29 
29 
15 
25 


— 
ere ur ear & 


i) 


Canned: 
Peaches (no. 2% can) Ev REES Senn ee ae 30.6 d 39 
Pineapple (no. 2% can) siiisiinaiiiiianeipains 36.5 , ‘43 
Orange juice (46 oz.) _.... ieiciheidibiiidiamnasait 40.6 49 
Fruit cocktail (nw. 24% can) —...... 39.2 45 
Beans with pork (16 oz.) ~~. 13.9 d 15 
Corn, cream style (,.0. 303 can) asi 19.5 ‘ 22 
Tomatoes (no. 214 can)... 23.8 , 29 
Peas (no. 303 can) AEH Ses 20.0 : 24 
Vegetable soup we oz. _ iaiasidiaeiinaiaaid 14.7 ~ 16 
Baby foods (414-4 % oz. )_ EOC ke 9.0 =e 10 
Dried: 
I 27.8 , 32 
Navy beans (Ib.) —...__..._._ ‘indiaiealitiiaiaa 19.3 , 23 
Beveraces: 
Coffee (Ib.) ata a ht 94.1 ait 99 
Tea (% lb. pkg.) 35.3 ‘ 39 
Cola drink (6 bottles) . 34.1 3. 36 











Fats ano Ons: 
Lard (Ib.)_. EET eT EE 29.1 ' 35 
Shortening, hydrog. (hb. ).. siciadibsiaibaiehencisinceiiiiadiie 35.0 ai 39 
Salad dressing (pt.) a Te ee 36.7 39 
Margarine, colored (lb.) 30.8 ; 35 
Peanut butter (lb.) ata ea 52.7 a ol 


Sucar ano Sweets: 
Sugar (5 lb.) PE 57.! 62 
Corn syrup (24 oz.) _. 24. 27 
eae 25. P 34 
Chocolate bar (1 oz.) —.. . sith 5 


MISCELLANEOUS: 
I . 


EE EE ee ee 23.8 
Gelatin dessert _..... ee ee Te 9.0 











* Insufficient number of quotations to obtain a reliable average price. 





CURRENT BUSINESS TRENDS IN OREGON 


Employment. The Oregon State Unemployment Commission 
reports seasonal unemployment in many areas during the first half 
of October 1953. Claimants for unemployment compensation totalled 
17,858, the highest for mid-October in three years. This was in the 
face of the highest nonagricultural employment in the history of the 
state for September. The explanation for these apparent contradic- 
tions is the addition of some 25,000 to 30,000 to the labor force since 
1950. 

The most recent estimate for nonagricultural employment is for 
mid-September. At that time there were 496,200 emp!oyed workers. 
This compares with 488,100 for August and 485,700 for September 
1951. 


Lumber. September 1953 production of Douglas-fir lumber in 
the Pacific Northwest fell below the August level and substantially 
below that of September 1952. Incoming orders rose slightly com- 
pared with the previous month, but were one-fifth below last year. 
The following figures, prepared by the West Coast Lumbermen’s 
Association, give an indication of the industry’s position in Septem- 
ber (all figures in thousands of feet, board measure) : 

Sept. 1953 Aug. 1953 Sept. 1952 
Average weekly production — ——+ #£#£ #:£— 190,480 222,185 
Average weekly orders —... 169,409 164,956 207,549 
Average weekly shipments _. anion . 178,115 186,817 232,204 
Unfilled orders, end of month _—- . 746,411 786,461 812,227 

The figures for October indicate a continuation of the trend to 
run below 1952. During the week ending October 10, 1953, produc- 
tion was off 7 per cent and orders off 17 per cent compared to the 
same week in 1952. 


Department-Store Sales. Sales of Portland department stores 
were lower for both the week and the four weeks ending October 
10, 1953 than in the corresponding periods in 1952. The percentage 
changes in the value of sales compared with corresponding periods 
a year ago are shown below for Portland and other Pacific Coast 
cities: 


Week Ending 4 Weeks Ending Calendar Year 
Oct. 10, 1953 Oct. 10, 1953 to Oct. 10, 1953 
Portland siintamenann — 3 + 3 


SD GED ccemcmtnnnienne 5 —2 + 3 
San Diego ' sniainianannes — 
San Francisco- Oakland 


4 

* 1 
Ne + 3 
+ 3 


Spokane setindaitintabemniasens 
i 


Multnomah County Real-Estate Transactions. During Sep- 
tember 1953 there were 1,679 real-estate transactions amounting to 
$10,639,455 in Multnomah County. Of these, 851 involved residences, 
the sales price of which was $7,749,499; 285 were vacant properties, 
$595,581; and 41 were business properties, $2,294,375. Additional 
figures are: 


Sept. 1953 Aug. 1953 Sept. 1952 
Number of sales —.—.......... — 1,679 1,443 1.774 
SEEN em $10,154,578 $12,373,880 
FSS GS GROTRRREUD cece eens 946 957 1,118 
Amount loaned sctieliliatiipaiiaaeiat 3 6,518,118 $ 7,581,451 $ 7,679,969 
Number of sheriff's dee a aati ia 1 2 4 
Amount of sheriff’s deeds — $4,467 $10,555 $32,867 





Average residential sales price — $9,106 $ 9,101 $ 9,143 


BANK DEBITS 


Bank debits represent the dollar value of the checks drawn against individual deposits. Payment for approximately 90 per cent of all goods, property, and services is by 
check. Bank debits are regarded as indicators of the general trend of business, though their value for this purpose may be impaired by substantial changes in the level of 
prices. The Bureau of Business Research collects bank deposits from 124 banks and branches monthly. On occasion, the totals for the same month in different issues of the 


Review are not directly comparable because of necessary adjustments in basic data. 


Marketing Districts 


Number of 
Banks Debits Debus Debus Sept. 1953 Compared with 
Reporting Sept. 1953 Aug. 1953 Sept. 1952 Aug. 1953 Sept. 1952 


Oregon 





117 


$1,281,511,608 


$1,236,061 ,597 


$1,364,572,611 


+ 3.7 


Portland acti Hillsboro, + nimend City, etc. ). 

Lower Willamette Valley (Salem, McMinnville, etc. a 
Upper Willamette Valley (Albany, Corvallis, Eugene) 
North Oregon Coast ( Astoria, Tillamook, etc.) — 
Douglas, Coos, Curry counties... 

Southern Oregon (Ashland, Medford, Greate Pass) 
Upper Columbia River (The Dalles, Hood River, etc.) 
Pendleton area... 

Central Oregon (Be md. ‘Prineville, Redmend) 
Klamath Falls, Lakeview area_... 

Baker, La Grande area 

Burns, Ontario, Nyssa 











~ 
~ 


—_— — 
wucrunvVn eaten v 


773,457 ,492 
103,341,798 
123,684,209 
22,296,688 
44,581,953 
70,553,954 
27 ,187 ,982 
27 ,828,110 
22,100,570 
33,773,575 
16,463,148 
16,242,129 


BUILDING PERMITS 


739,922,090 
107 ,852,352 
128,333,104 
22,519,097 
49,412,665 
56,126,649 
23,261,114 
27,269,865 
21,293,117 
29,053,768 
15,598,868 
15,418,518 


29,101,889 
106,197,975 
144,096,616 

24,995,745 

52,296,827 

2,046,672 

25,265,525 

25,064,844 

23,997,042 

35,124,341 

17,592,237 

18,492,895 


+ 4.5 
— 4.2 
— 3.6 
— 1.0 
— 9.8 

25.7 
+16.8 
+ 2.0 
+ 3.8 
+16.2 
+ 5.5 
+ 5.3 


— 6.1 


— 6.7 
— 3.0 
—14.2 
—10.8 
—14.8 
+13.7 
+ 7.6 
+11.0 
— 7.9 
— 3.8 
— 64 
—12.2 


Building permits give an indication of building operations planned rather than actual construction under way. Care must be taken, in interpreting these data, to allow 
for the lag which may elapse between the issuance of the permit and the beginning of actual coustruction. The data have been collected by the Bureau of Business Research. 


Albany. soe 
RE SSN r eee eee 
ES 


Bend 














Coos Bay... 
Corvallis... 
| 


Grants Pass 


Klamath Falls. va a aie ce ee ee 
Ee EEE on ene 
Medford 


Milton-Freewater._..........___ 


North Bend 


Oregon City. _...... PE AY ee ee ee 
ERIS ae See Ia ON TON eo EE ee, ee 
Portland _.... ee ewe 
Springfield _ 

The Dalles .. it 
21 other communities 


Total . 


8 





























New 
Residential 
Sept. 1953 


$ 81,500 
14,000 
43,230 
10,300 

5,000 
46,850 
118,000 
54,475 
32,500 
17,000 
87,500 
5,400 
18,500 
13,300 
9,000 
1,627,730 
212,500 
33,990 
208,459 
175,648 


$2,814,882 


New Non- 
Residential 


Sept. 1953 
$ 42,400 
3,835 
198,680 
3,035 
55,000 
1,700 
$76,875 
21,875 
3,500 
126,050 
4,700 
25,200 
99,701 
34,250 
1,350 
788,335 
55,216 
88,500 
36,200 
131,179 


—_——-- — - -- 


2,179,581 


Additions, 


Alterations 

& Repairs 
Sept. 1953 
$ 17,300 
13,120 
11,490 
31,826 
25,135 
9,635 
82,375 
12,960 
23,095 
3,790 
22,196 
7,000 
6,150 
5,875 
11,387 
796,840 
96,810 
$1,585 
3,155 
109,22: 


$1,330,946 


Totals 
Sept. 1953 


$ 141,200 
30,955 
253,400 
45,161 
85,135 
58,185 
77,250 
89,310 
59,095 
146,840 
114,396 
37 ,600 
124,351 
53,425 
21,737 
3,212,905 
364,526 
164,075 
247,814 
416,019 


$6,313,409 


Totals 
Aug. 1953 


$ 134,600 
62,618 
38,570 
29,893 
52,850 

231,595 
428,579 
128,500 
262,510 
26,855 
76,455 
8,900 
64,615 
34,070 
74,661 
4,473,855 
348,169 
103,360 
42,376 
830,866 


-—— —— - —- + 


$7,454,197 


Totals 
Sept. 1952 


g 2,900 
50,690 
257,703 
93,936 
40.000 
128,665 
310,367 
129,585 
167.637 
26,323 
95,435 
25,150 
209,169 
56,750 
57,165 
8,817,795 
528,677 
299,070 
191,834 
500,443 


$12,052: 2491 
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